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Review 
Year 
at a Glance 
Financial 1979 1978 %Change 
Operating Revenues ($ Millions) 1,595.2 1,322.6 zl 
Operating Expenses ($ Millions) 1,494.4 1,238.1 Jk 
Operating Income ($ Millions) 100.8 84.5 ~ 
Net Income ($ Millions) 55.4 47.5 = 
Invested Capital at Year-End 
($ Millions) 1,070.7 999.2; 7 
Return on Investment 9.2% 9.4% _ 
Operations 
Revenue Passenger Miles” (millions) 14,414 12,017 20 
Passenger Load Factor* 66% 62% -- 
Yield per Revenue Passenger Mile* 9.38¢  9.20¢ 2 
Total Available Ton Miles (millions) 3,627 3,270 it 
Operating Expense per 
Available Ton Mile 41.21¢ 37.87¢ 9 
Average Number of Employees D227 20141 7 
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It is gratifying to report that Air 
Canada earned $55.4 million after 
taxes in 1979 while fulfilling its 
mandate of public service. 

Although this record result is 17 per 
cent higher than that of last year, the 
Corporation fell short of its immediate 
10 per cent target for return on invest- 
ment. This goal must be seen as a 
prime measure of the airline’s ability 
to reinvest in its future and to under- 
take its capital investment program in 
excess of $4 billion over ten years. 
That investment is necessary to meet 
the airline’s service commitments. 

Air Canada made a major decision 
on its fleet plan for the next decade 
when it chose the Lockheed 1011-500 
and Boeing 767 as future aircraft 
models. The decision ensures the 
company will continue to provide the 
safe, comfortable and convenient 
service its customers want. This 
decision will also allow Canada’s 
national airline to adapt to changing 
travel patterns, and to take advantage 
of market opportunities with the 
greatest efficiency. 


Financing such an investment, in 
turn, requires solid and consistent 
company earnings, not easily achieved 
in light of fuel shortages and soaring 
costs. 

Whatever the future holds, the air- 
line, with its dedicated, capable and 
skilled staff, will continue to do its 
utmost to fulfil its commitment to 
serve the public. Air Canada’s success 
in meeting this goal is illustrated by its 
1979 performance. Despite higher 
operating costs, the Corporation 
generated a record pre-tax profit of 
$102.3 million and returned a $13.2 
million dividend to its shareholder. 

It carried 12.8 million passengers and 
158,950 tons of cargo while main- 
taining high service standards. At the 
same time, it held price increases 
substantially below those of the 
deregulated industry in the United 
States. 

Under the heavy pressure on costs, 
Canadian air fares did rise in two 
stages by approximately 10 per cent. 
In sharp contrast, there were five fare 
increases in the United States, which 
collectively compounded to about 
32 per cent. At year end, Canadian 
air fares were generally substantially 
below comparable U.S. fares. This 
was true of both bargain fares and 
regular, economy fares. 
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One reason for Air Canada’s price 
leadership is because the airline has 
developed one of the most fuel- 
efficient operations in the world. 

In the past, fuel represented just 
10 per cent of operating costs. As of 
last year, that figure had doubled and 
over the coming years is likely to 
double again. An airline which will 
pay 40 per cent of its operating costs 
for fuel is very different from the air- 
line of the past. 

The adaptation required to accom- 
modate costs of this magnitude cannot 
be foreseen. But it is obviously going 
to be a formidable task. Air Canada, 
long committed to the provision of 
convenient and efficient air service, 
will face the challenge with one of the 
most modern fleets in the world. 

These are competitive times. The 
company faces an unrestricted com- 
petitor on transcontinental routes and 
domestic charters may serve major 
Canadian centres on a scheduled basis 
in 1980. Regional carriers are seeking 
to extend their services on to trunk 
routes. Transborder competition is 
increasing as U.S. carriers face a 
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slower growing, very competitive and 
relatively unregulated domestic 
market. International routes face the 
same stiff competition. 

There is no doubt the airline busi- 
ness will be deeply affected by market 
forces in the years ahead and that 
Air Canada can respond successfully 
and effectively. In any event, public 
demand will continue to mould and 
shape the company’s product and its 
operation. 

Efficient operation and price leader- 
ship attract customers, but Air 
Canada’s front line people know that 
superior service brings repeat busi- 
ness. They know that the needs of 
passengers and shippers come first; 
they are prepared for the increasingly 
competitive environment in which the 
customers will make their choice on 
the basis of performance. 

Meeting service goals, while keeping 
costs and therefore fares and rates 
down, will demand the utmost from 
everyone at Air Canada. The airline 
is prepared for the challenge. The 
decision on the fleet acquisition and 
expansion plan was an important step 
forward — Air Canada’s most impor- 
tant decision of 1979—and a demon- 
stration of unequivocal confidence. 


Air Canada’s market response is 
demonstrated by the seasonal seat 
sales the company pioneered. 

During 1979, nearly 400,000 passengers 
took advantage of these substantially 
discounted fares and helped fill a 

large number of seats which might 
otherwise have been unoccupied 
because of seasonal travel patterns. 

Such seats can be sold at a sub- 
stantial saving to consumers, and at 
a gain to Air Canada. The results have 
justified this innovative airline 
marketing concept. 

As the industry moves into the mass 
transport mode, the airline can operate 
at higher load factors than were once 
thought possible while still providing 
customers with the convenience and 
efficiency they must have. 

All of Air Canada’s major labour 
contracts will be renewed in 1980. 
The company is optimistic that mature 
negotiations will enable it to provide 
uninterrupted service at the level the 
public is entitled to receive while 
realistically ensuring the future of the 
airline and all its people. 
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The company is now operating as a 
commercial entity, dependent on its 
ability to meet market needs for its 
success. While cash generated by 
operations did not quite meet ex- 
pectations in 1979, the record of the 
last few years has enabled Air Canada 
to finance the largest airline capital 
investment program ever launched in 
Canada. The Corporation's owners, 
the Government of Canada, were not 
required to provide a guarantee. For 
the record, no Government subsidies 
have been received since 1962, while 
the dividends paid in the last two 
years have exceeded the subsidies 
paid to Trans-Canada Air Lines. 

Pierre Taschereau, former Chairman 
of the Board of Directors, returned to 
the Chair in September when he 
succeeded the Hon. Bryce Mackasey. 

The company has proven itself to 
be commercially successful, and there 
is every reason to believe that it will 
continue to succeed. Air Canada’s 
family responded well to the 1979 
challenge and the outlook is confi- 
dently based on their capacity to meet 
the continuing demands of the future. 


Claude I. Taylor 
President €§ Chief Executive Officer 


1979 Financial Summary (Dollar amounts in millions) 


Operating Revenues 

Passenger $1,351.9 
Freight and express 155.6 
Mail 29.4 
Charter 161 
Incidental services —net 42.2 


Total Operating Revenues 1,595.2 

Operating Expenses 

Salaries, wages and $ 574.6 
benefits 

Fuel & oil 302.2, 

Depreciation, amortization L335 
& obsolescence 

Other 504.1 

Total Operating Expenses 1,494.4 

Operating Income 100.8 


Non-Operating Income (Expense) 


Interest on long-term debt (45.6) 
+ capital lease obligations 
Interest income CY) 
Interest capitalized 4.2 
Gain on asset disposal (5 
Gain on foreign exchange 0.2 
Other eh 
Total Non-Operating L.5 
Income 
Income before taxes 102.3 
Tax provision 46.9 
Net income $554 


Increased 22% as traffic grew 20% (to 14,414 million RPM) and the average yield 
rose 2% to 9.4 cents per RPM. 


Increased 28%. Freight was up 31% due to 15% growth in traffic volumes and 
a 13% yield improvement. Express rose 2% totally due to yield. The small 
package service (Expedair, Airvelop and Couriair) grew 76% in dollar volume 
and represents 7% of total freight and express revenues. 


Increased 8% as volume rose 5% and yields 3%. 


Decreased 48% as cargo experienced zero growth while the passenger sector 


declined. 


Increased 11%. Revenues include the sale of maintenance, computer and training 
services, ground handling, other specialist activities, excess baggage and pool 
settlements. 


Increased 21%. Total Revenue Ton Miles were up 16% while yield per RTM 
escalated 4%. 


Increased 16%. Average number of employees was up 7%. Represents 38% a: 
operating expenses compared to 40% in 1978. 


Increased 31%. The average fuel price jumped 17% while volume rose 12%. 
Now constitutes 20% of operating costs. 


Increased 5%. Reflects the major capital equipment program initiated this year. 


Increased 25%. Relates primarily to significantly increased traffic levels (20% for 
scheduled passenger operations) and enhanced service standards. 


Increased 21%. The diminished value of the Canadian dollar significantly 


affected the price of foreign goods and services and compounded the effect of 


domestic inflationary pressures. 


Increased 19%. The margin on operating revenue was 6.3%, a fractional change 


from the 6.4% recorded in 1978. 


Decreased $1.9 million from last year reflecting the residual effect of the April 
1978 recapitalization offset by new debt, primarily the Japanese aircraft leases. 


Increased $13.1 million over previous year as average investment level and 
interest rates significantly higher. 


Increased $2.2 million due to accelerating aircraft acquisition program. 
Decreased $7.3 million from 1978 level. 
Decreased $9.6 million from last year. 


Increased $1.5 million due primarily to appreciation in value of Nordair equity. 
A $1.8 million improvement over 1978. 


Up from $84.1 million last year. 
Effective Rate of 45.9%. 


$168.29 per common share, $23.96 more than in 1978. 4.2 times dividend 
declared in 1980. 


1979 Financial Condition (Dollar amounts in millions) 


Net Assets 


Short-term investments 


Other net current assets 
Net working capital 


Investments in and 
advances to other 
companies 


Net fixed assets 


Deferred charges 


Capital Employed 
Long-term debt and 


obligations under 
capital leases 


Other long-term liabilities 
Deferred taxes & credits 


Share capital 


Retained earnings 


Net Income (Loss) 


$ Millions 
60 


50 
40 


30 


Return on 


Investment (%)4.6 4.7 5.7 5.9 54 5.1 61 87 94 9.2 


as 2087 


(100.2) 
2245 
27.8 


918.0 


Decreased $8.5 million from 1978 year-end level as funds employed for fleet 
renewal and expansion program. 


Compared to $(60.7) million in 1978. 
Current ratio was 1.66:1 compared to 2.07:1 last year. 


The total includes $25.4 million for Nordair at equity, $2.4 million in other 
companies at cost. 


Increased 17% reflecting new aircraft acquisitions. Total is net of accumulated 
depreciation. 


Decreased $0.5 million. 
Increased $109 million from 1978. 


Increased $12.3 million over the year totally due on a net basis to the Japanese 
lease financing of two aircraft. The combined debt including the current portion 
represented 57% of total capitalization, down marginally from 1978. 


Increased $2.5 million. 
Principally due to timing differences between book and tax depreciation. 


All in common shares owned by the Government of Canada. Total equity 
(including retained earnings) represented 43% of total capitalization. 


Increased $42.2 million due to net income earned less the dividend paid from 1978 
profits. A further $13.2 million dividend was declared in January 1980. 
The individual share value at year-end was $1,390.19, up from $1,262.02 a 


year ago. 


Scheduled Passenger & Cargo Traffic Growth 


(1970 = 100) 
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The 


Year in 
Review 


To the Honourable 
The Minister of Transport 
Ottawa 


Sir 5 
The Board of Directors is pleased to 
submit its annual report for 1979. 

Air Canada earned $55.4 million, 
representing a 9.2 per cent return 
on investment. In 1978, profits after 
taxes were $47.5 million and return 
on investment was 9.4 per cent. 

Income before taxes totalled $102.3 
million compared with $84.1 million 
in 1978. 

A dividend of $13.2 million was 
declared in January, 1980, payable to 
the sole shareholder, the Government 
of Canada. Other Federal government 
payments in 1979 amounted to $117.7 
million, including taxes, operating 
charges such as navigation, landing 
and terminal fees, debt interest and 
debt repayment. This is in addition 
to payments of $24.8 million to pro- 
vincial and municipal governments. 

The operating margin was 6.3 per 
cent, down from 6.4 per cent last year, 
once again illustrating the difficulty 
of generating adequate profit from air 
transportation. 


Passenger Yield, Freight Yield, 


Consumer Price Index (1970 = 100) 


Nevertheless, faced with severe 
cost inflation, particularly in the areas 
of fuel and government user charges, 
considerable satisfaction can be 
derived from the company’s improved 
earnings. This was achieved through 
strong traffic growth, higher utilization 
of available capacity, stringent cost 
control and improved productivity. 

The proportion of seats occupied 
by passengers on scheduled flights 
increased the system load factor by a 
significant four points to 66 per cent. 
However, in the face of minimal yield 
improvement, the break-even load 
factor rose from 58 to 61 per cent. 

Operating revenues were up 21 per 
cent to a total of $1,595 million and 
transportation revenues increased on 
the same scale to $1,553 million. 


1979 Operating Expenses 
$000 % 

Fuel and Oil 307,13 L202 
Depreciation and 

Obsolesence 113,478 6 
Rent, Utilities and 

Communications 84,914 Del 
Materials, Supplies 

and Services 75,313 one) 
Sales Commissions 

and Charges 84,058 5.6 


Landing Fees and 
Terminal Assessments 46,792 3.1 


Advertising and 


Promotion 29,509 2.0 
Salaries, Wages and 

Benefits 574,602 38.5 
Other Operating 

Expenses ISO, 497 = el2 25 
Total Operating 

Expenses 1,494,349 100.0 


Passenger revenues on scheduled 
services grew 22 per cent as a result 
of a 20 per cent growth in traffic. 

The average revenue yield per pas- 
senger mile increased only 2 per cent, 
reflecting Air Canada’s response to 
public demand for air travel at the 
lowest possible cost. Discount fares 
and seat sales were prime factors in 
holding down the average price to 
customers in a year when the 
Canadian Consumer Price Index rose 
by 9.1 per cent. 

However, there is a limit to the 
measures that can be taken to mitigate 
rising costs, and while Air Canada will 
continue its efforts to hold down fare 
levels, the price of air transportation 
must inevitably rise in the face of on- 
going inflation. 


Unit Costs vs. Inflation 


(1970 = 100) 
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Gross National Expenditure Price Deflator/Implicit Price Index 
Operating Expense per Available Ton Mile 
] Operating Expense per Revenue Ton Mile 


On Canadian routes, from which 
more than half of passenger revenues 
are derived, scheduled passenger 
traffic was up 18 per cent while average 
revenue yield actually declined by 
2 per cent. Similarly on transborder 
routes, passenger traffic increased 
34 per cent, but average yield was 
1 per cent lower than last year. In both 
areas, discount fares designed to fill 
otherwise empty seats stimulated 
traffic growth but held down revenue 
yields. 

On other routes, foreign fuel price 
escalations precluded the restraint of 
yield increases to the extent possible 
in North America. Scheduled pas- 
senger traffic nevertheless exhibited 
considerable buoyancy. On Atlantic 
routes, traffic and yield contributed 
about equally to a 35 per cent increase 
in scheduled passenger revenue. 
However, traffic volumes were in- 
flated to some degree by the tem- 
porary grounding of other airlines’ 
aircraft. On Southern services, a 15 per 
cent passenger revenue improvement 
resulted from an 11 per cent increase 
in traffic and a 3 per cent improve- 
ment in yield. 

Cargo, too, saw substantial growth. 
Revenues on scheduled services grew 
by 25 per cent to $185 million as a 
result of traffic growth of 13 per cent, 
and improved yields which were up 
by 8 per cent. 

During the year, the sale of services 
and technology to other airlines ex- 
panded considerably, particularly in 
the areas of aircraft maintenance, 
ramp handling and computer tech- 
nology. This was a major element in 
net incidental services earnings of 
$42.2 million, up from $38 million the 


previous year. 


Fuel Price 
(Cents per Imperial Gallon) 
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Operating expenses totalled $1,494 
million, up 21 per cent from 1978. 
Total capacity in terms of available 
ton miles increased 11 per cent, but 
operating cost per available ton mile, 
despite the weak Canadian dollar and 
global inflationary pressures, was held 
to a 9 per cent increase, 41.2¢ versus 
37.9¢. As a result of higher load 
factors, however, operating cost per 
revenue ton mile increased only 4 per 
cent. 

The airline’s bill for salaries, wages 
and related employee benefits rose 16 
per cent to $575 million, as the 
average number of employees was up 
7 per cent. Employee productivity 
increased 4 per cent in terms of avail- 
able ton miles, 8 per cent in terms of 
revenue ton miles. 

Once again in 1979, fuel price 
increases were a major cause for 
concern. Air Canada experienced a 
17 per cent increase in its average 
fuel price over the previous year. 

The total fuel and oil expense was 
$302 million, a rise of $72 million or 
31 per cent over 1978. 

Net non-operating income increased 
by $1.8 million. This improvement 
came principally from interest income 
which grew from $24.4 million to 
$37.5 million as the Corporation 
maintained a highly liquid position in 
anticipation of future capital expendi- 
tures, and profited from a sharp rise in 
interest rates. A high level of short- 
term investments was achieved in 
spite of large capital expenditures for 
aircraft. 

A $1.9 million reduction in interest 
expense to $45.6 million reflected 
the net effect of a full year’s benefit 
of the April 1978 recapitalization, 


offset by new aircraft capital lease 
obligations. Gains on asset disposal 
and foreign exchange totalled $1.5 
million and $0.2 million, respectively, 
$7.3 million and $9.6 million below 
1978 levels. Non-operating income 
for the year included $1.3 million of 
earnings derived from Air Canada’s 
investment in Nordair. 

Property and equipment expendi- 
tures, including capitalized leases, 
amounted to $270 million. The deli- 
very of 11 previously ordered air- 
craft marked the beginning of the 
multi-billion dollar program to equip 
Air Canada for the 1980's. Funds 
generated from 1979 operations 
amounted to $209 million as com- 
pared to $189 million last year. 

At year-end, property and equip- 
ment, including flight equipment 
under capital leases, totalled $918 
million after accumulated depre- 
ciation. Total corporate assets rose 
$195 million to $1,506 million. 

In spite of the heavy capital expen- 
ditures, working capital over the year 
dropped only $48 million to $222 
million. Long-term debt and obliga- 
tions under capital leases, including 
the current portion, increased $29 
million, but declined marginally as a 
proportion of total capitalization. 

Lease financing for two of the newly 
acquired aircraft was arranged with 
syndicates of Japanese companies. 
The ten-year leases bear an average 
interest rate of 8.4 per cent and pro- 
vide for a nominal purchase option on 
termination. This low cost financing 
was made available to Air Canada 
under the Government of Japan's 
Emergency Import Program which 
terminated in March 1979. 
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Financing commitments totalling 
$1 billion in U.S. funds were arranged 
in 1979 to assist in firm funding of 
aircraft acquisitions from 1980 through 
1986. These commitments were 
negotiated with export agencies, 
primarily Export-Import Bank of the 
United States, and bear terms of 10 
to 12 years with very favourable 
interest rates ranging from 8 per cent 
to 8.7 per cent. It is noteworthy that 
these major financing commitments 
were negotiated on the Corporation’s 
own credit, without the requirement 
of shareholder guarantees or security 
interest in the financed assets. 

By transfer of assets from the Air 
Canada Pension Trust Funds, the 
company established in November 
separate pension funds in the United 
States and in the United Kingdom in 
order to satisfy local requirements. 
Those countries have large concentra- 
tions of non-Canadian employees and 
it was deemed desirable to establish 
such funds with local assets to meet 
local liabilities. The book value of all 
pension funds at the end of 1979 
exceeded $705 million. 


Marketing the Product 


Air Canada continued its thrust to 
meet the new, more competitive 
conditions in the national and inter- 
national airline industry with further 
efforts to attract both business and 
leisure travellers. Business travellers 
were offered increased frequencies, 


superior service and convenient flight 
departure and arrival times, while 
leisure travellers were attracted by 
vigorous efforts to market otherwise 
empty seats. 

Transcontinental services, impor- 
tant to both groups of consumers, 
were improved with more wide-body 
service, better schedules and addi- 
tional frequencies, notably three daily 
nonstops between Toronto and 
Vancouver, and one nonstop, daily 
except Saturday between Montreal 
and Calgary. Nonstop service at the 
right time of day is an important key 
to increased business traffic. 

Atlantic service was improved. 
Beginning in October Air Canada 
and its pool partners offered daily 
service from Toronto to London, 
service six days a week between 
Toronto and Frankfurt, and daily 
service out of Montreal for London 
and Paris. Service to the United 
Kingdom from Atlantic Canada was 
improved with L-1011 flights out of 
St. John’s. 

Eastern Canada service to California 
and Texas was bolstered. Schedule 
revisions resulted in more convenient 
departures and better connections 
for those travelling beyond Air 
Canada destinations. 

Notable service changes in 1979 
included the introduction of three 
new routes: Edmonton/Winnipeg- 
Chicago; Montreal-Los Angeles and 
Toronto-San Francisco. Five of the 
airline's daily flights were transferred 
to New York’s La Guardia Airport, 


offering the convenience of its proxi- 
mity to Manhattan, and the advantage 
of multiple eastern seaboard connec- 
tions to the commuting business 
traveller. Air Canada continued to 
serve Kennedy International from 
Toronto and Montreal. 

While 1979 inevitably saw fares rise 
primarily as a result of escalating global 
fuel prices, the cumulative percentage 
increase was kept to 9.7 on Canadian 
routes. Levels on Atlantic services 
were up some 30 per cent. 

While heavy emphasis was placed 
on business travellers’ needs, leisure 


" passengers were also offered further 


travel incentives. In summer, 
Nighthawk capacity was doubled over 
the previous year and this low cost 
night coach travel concept was 
introduced between Vancouver and 
Winnipeg, Toronto and Regina and 
Toronto and Saskatoon. In total, 

30 per cent of the airline’s domestic 
capacity was designated for low fare 
Charter Class or Nighthawk travellers. 

The Share Canada program was 
expanded to include “Cost Cutter 
Coupons” which proved to be the 
most successful aspect of all in this 
government-sponsored effort to 
encourage Canadians to travel within 
Canada. 

Winter saw the Western Sun 
package program serving Florida and 
Caribbean destinations from Western 
Canadian points expanded, and a 
similar program introduced into 
Atlantic Canada. These programs 
together provide package holidays for 
more than 30,000 passengers at 
charter competitive rates. 


Air Canada introduced the first 
ever airline seat sale in 1979, offering 
budget-conscious passengers dis- 
counts on regular economy fares 
ranging up to 65 per cent on surplus 
capacity. The experimental offer in 
the spring attracted more than 
200,000 passengers and this reception 
by the travelling public encouraged 
the airline to holda similar “inventory” 
sale in the fall. Both were profitable 
and greatly improved public under- 
standing of Air Canada’s concern for 
passenger needs. Load factors during 
the spring sale were the highest 
achieved outside traditional peak 
summer periods. 

The company later applied this 
formula, which worked for passenger 
and airline alike, to a further domestic 
seat sale in the off-peak winter months 
and simultaneously announced the 
first such offering on services to the 
United Kingdom —both for travel 
early in 1980. 

On October 1, scheduled passenger 
service from Toronto and Montreal to 
Shannon, Ireland was suspended. 
Declining traffic demand and esca- 
lating costs were responsible. Twice- 
weekly cargo flights were maintained. 

Marketing effort during 1979 was 
also concerned with the future. Work 
commenced on the development of a 
multi-class seat allocation system to 
maximize the yield on mixed-fare 
flights. This system will be introduced 
in 1980. In line with future orientation, 
Marketing branch has undertaken a 
review of opportunities on present route 
networks. In addition, a project was 


set up to identify new routes which 
may be compatible with Air Canada’s 
network and fleet for future expansion 
considerations. 


On the Ground- 
In the Air 


The multiplicity of today’s fare levels 
with their attendant travel conditions, 
the introduction of further innovative 
fares and associated industry in- 
fluences contributed to a constant and 
heavy strain on reservations resources 
and ticketing outlets. 

Throughout the year, emphasis was 
placed on ways and means of making 
it easier for the customer to do business 
with the airline. More information was 
made available, processes simplified, 
automated ticket printing facilities 
expanded, ticket delivery services 
implemented, new offices opened, 
and computerized reservations ex- 
tended to many European and 
Caribbean communities. 

Staff at ticket offices, check-in 
counters and in departure lounges, 
together with other ground personnel, 
were outfitted in new uniforms. These 
front line men and women are now 
distinctively garbed in a uniform they 
helped design. The classically styled, 
navy blue garment was designed by 
Canada’s award-winning fashion 
expert Leo Chevalier after extensive 
consultation with those who wear 
them and their representatives. 

Complementing this introduction is 
a distinctive new Air Canada design 


r 


which has been developed as a 
standard for airport check-in counters. 
The first units have been installed in 
Winnipeg and others will appear 
progressively throughout the system. 

Customers will benefit substantially 
from new procedures for passengers 
with connecting flights. On check-in, 
they are now able to obtain boarding 
passes for onward travel. 

Terminal improvements at Van- 
couver, Winnipeg, Montreal, Halifax 
and Miami enabled Air Canada to 
handle its growing passenger volume 
more efficiently while providing 
improved customer convenience. 
Edmonton now has customs pre- 
clearance facilities—an added benefit 
to passengers bound for U.S. des- 
tinations. 

Rapidair facilities at both Toronto 
and Ottawa have been improved and 
the covered walkways and bridges 
introduced at Ottawa International 
airport were welcomed by customers. 

New Maple Leaf lounges were 
opened in Halifax and Edmonton as 
membership in the enRoute Club 
continued to expand. There are now 
ten lounges in the system at which 1 
members can enjoy Club privileges. 


Consultants were retained to begin 
design work on a new line main- 
tenance hangar to be built in Toronto, 
which will provide additional capacity 
for wide-body aircraft. 

Expansion of the automated reser- 
vations and general computer facilities 
in Toronto was provided for Air 
Canada’s own needs as well as for its 
customers. 

New city ticket offices were opened 
in Toronto and Hamilton, and a special 
facility for “future” ticketing was 
installed in Montreal’s Dorval airport, 
to expedite ticket purchases at this 
busy outlet. 

The in-flight experience can deter- 
mine passenger preference, and 
whether this is favourable or not is 
most often the result of two factors: 
performance of the cabin crew, and 
meal and beverage service. 

Passengers on selected flights are 
surveyed every three months as a 
means of monitoring customer re- 
action in this most visible area of 
airline performance. In the overall 
areas of attitude, attentiveness, in- 
flight announcements and grooming, 
a rating of good to excellent was 
achieved more than 90 per cent of 
the time during 1979. 

Customer ratings comparing the 
attitude of Air Canada cabin person- 
nel with other airlines continually 
improved throughout the year. In his 
“Guide to Great Britain and Ireland”, 
Egon Ronay ranked the airline second 
in an assessment of 14 international 
carriers. His comment regarding cabin 
staff stated, “We came away in a good 
mood, feeling that we had been 
served by crews who worked as a team 
and took pride in their job and their 
country.” 


Late in the year, the company’s first 
Awards of Excellence were presented 
to flight attendants, noting their 
consistent demonstration of superior 
performance. 

The first Boeing 727 evacuation 
trainers were received during the past 
year. These advanced training units 
greatly enhance the company’s existing 
emergency training programs. 

Emphasis on meal and beverage 
service improvements extended in 
1979 to long haul flights, to augment 
Air Canada’s competitive position in 
the marketplace. A meal choice in 
economy class was introduced on 
certain key routes, allowing the airline 
to improve food standards on com- 
petitive routes. Passenger reaction to 
these changes was very positive, as 
evidenced by the ongoing surveys and 
letters of commendation. 


Cargo 

Two years after establishing the 
Cargo branch as a distinct business 
centre, substantial expansion and 
improvement of the cargo product 
continue to make this one of the most 
promising areas in which the company 
operates. The importance of this 
activity to the airline’s future, coupled 
with Air Canada’s continuing commit- 
ment to customer service and product 
development, was again emphasized 
in 1979 by the appointment of a 
Vice President, Cargo. 

Revenues and profits once again 
exceeded expectations in most service 
categories with total revenues, 
including the charter component, 
increasing by 24 per cent over 1978, 
and profits contributing substantially 
to the corporate statement. 


General freight, representing two 
thirds of total cargo revenues, showed 
a marked increase of 31 per cent over 
the previous year, due, in part, to 
increased international shipping 
volumes. Air Canada’s transatlantic 
freight revenues reflect this by a 
42 per cent growth. 

Developing the small package 
business meant expanding Airvelop 
and Couriair services to more than 
10,000 communities in Canada and 
the United States in partnership with 
Federal Express Corporation, the 
world’s leading small package carrier. 

Together with Expedair, revenues 
for all small package services went up 
by 76 per cent. 

Express revenues, which rose by 
2 per cent over 1978, contributed 
11 per cent of total cargo revenues. 
Mail grew by 8 per cent, representing 
16 per cent of the total, with cargo 
charter service contributing 2 per cent. 

New cargo services included 
freighter service from Kingston, 
Jamaica to Toronto, and the reintro- 
duction of scheduled service between 
Cleveland and Montreal and Toronto. 
Within Canada, the company intro- 
duced scheduled freighter service 
from Montreal to London, Ontario 
and Vancouver; and from Montreal 
to Winnipeg and Calgary. As well, the 
frequency of scheduled freight service 
was doubled between Montreal and 
Atlantic Canada. 

Air Canada’s cargo operation was 
able to provide an emergency airlift 
of 1.4 million pounds of sandbags 
from the United States for flood- 
stricken Winnipeg. Airline staff at 
Chicago and the Manitoba capital 
worked round the clock in the relief 
operation. 


Cargo customers benefitted from 
improved terminals at London, 
England and Mirabel and will gain 
further when a $5 million cargo 
terminal is completed at Edmonton 
in 1980. 

Additional capacity was provided 
by B-727 freighter aircraft delivered in 
1979 for small package and general 
cargo service. These will be joined in 
1980 by a DC-8-63 aircraft, one of six 
to undergo conversion to the cargo 
mode within the next few years. 


The Airline’s People 


Air Canada’s men and women 
numbered 22,808 at year-end, a 
9 per cent increase over 1978. 

Productivity improved by 4 per cent 
in available ton miles per employee 
and by 8 per cent in terms of revenue 
ton miles. Extensive hiring of flight 
attendants and pilots continued 
throughout the year in order to fly 
the additional miles generated by the 
11 new aircraft added to the fleet. 

Employees continued to maintain 
high service standards in all areas of 
customer service, while handling a 
16 per cent increase in traffic and the 
demands of new programs such as 
the very successful seat sales. 

During the past year, the company 
initiated discussions with its five 
major employee groups on the 
establishment of a joint program to 
assist employees experiencing 
personal problems of a medical/social 
nature. 

While charter flights to ferry 
Cambodian refugees to Canada, for 
example, focused the global spotlight 
on flight crew employees, Air Canada 
people across its system of 59 districts 


continued their participation in 
community projects and programs. 
The airline has long had a program to 
recognize such employee activity. 

Extensive training programs con- 
tinued to be made available to all 
employee groups. More than 1400 
management employees participated 
in one or more of 15 development 
courses during 1979. 

Air Canada’s pilots logged more 
than 357,000 hours, as a record 
number of passengers were carried 
and efforts to improve aircraft 
utilization continued. 

A total of 225 new pilots were 
employed and trained in 1979. The 
airline now has 1,678 men and women 
working on the flight deck. 

Initial training for the L-1011-500 
aircraft will commence in the coming 
year, in preparation for the intro- 
duction of the first of this new air- 
plane type in 1981. 

Collective agreements with all 12 of 
the airline's unions expire in 1980. 
Negotiations on new contracts 
commenced in February. 

The corporate labour relations 
training program, introduced in 1978, 
has been extremely successful. There 
were 26 courses conducted during the 
past year, attended by some 500 first- 
line supervisors. 

A labour relations newsletter for 
management personnel was de- 
veloped and published in 1979. It is 
planned to continue publication 
three to four times a year in order to 
improve communication and report 
on trends and significant labour 
developments. 


During 1979, the company com- 
menced a consultation program 
involving regular meetings between 
the executives of the various unions 
and senior airline management. This 
program will continue in 1980. 


Fleet Planning 
At the end of 1979, Air Canada had 


acquired 11 new aircraft, bringing the 
fleet to a total of 116, consisting of 7 
Boeing 747s, 10 Lockheed L-1011s, 28 
Douglas DC-8s, 25 Boeing 727s and 
46 Douglas DC-9s. Two additional 
L-1011s are leased for the peak summer 
season, as has been the case for the 
past several years. 

One Douglas DC-8-43, previously 
leased to another airline, was sold in 
1979 while the airline acquired two 
Boeing 727-100 freighters, one Boeing 
747 and eight Boeing 727s. 

The major event of the past year 
was completion of studies on the 
selection of prime equipment for the 
1980s and the subsequent decision to 
purchase a fleet of twelve Boeing 767 
aircraft with options for 18 more for 
use on North American services, and 
six L-1011-500 with options for nine 
additional aircraft for long inter- 
continental routes. 


The twin aisle, twin engine 767 is a 
200 seat airplane with sufficient range 
to serve medium and long-range 
North American services. The 
Lockheed L-1011-500, a three engine 
airplane with approximately 240 seats, 
will complement 747 services and 
provide the proper capacity on routes 
where the 747 is too large. During 
1980, the airline will determine its 
future requirements for an airplane 
type to serve its short-haul routes. 

As the 767 will not be in operation 
for a few years, the company has 
found it necessary to modernize the 
interior of stretched DC-8s, the 
airplane it will replace. Plans were 
approved to modify eight additional 
aircraft. Four have already been 
converted for use on Rapidair. 

No small size, long-range cargo 
aircraft is likely to become available 
in the coming decade so Air Canada 
plans to retire its six small DC-8 
freighters and replace them with six 
stretched DC-8s. These aircraft will 
be converted at the Douglas plant in 
Tulsa. 


Maintenance Activities 


With forty-two years experience in 
advanced technology, Air Canada 
operates in the vanguard of Canadian 
industrial skills. Maintenance branch 
technicians applied their broad 
cumulative experience and skills to 
keeping sophisticated flight and 
ground support equipment operating 
to the highest airworthiness standards 
of safety, efficiency and passenger 
comfort. 

To ensure that this hard won pre- 
eminence continues, Air Canada’s 
maintenance staff was provided with 
105,000 man-hours of classroom and 
on-the-job training in 1979, the 
equivalent of approximately 72 man- 
years. The training never ends. 


During the year, four DC-8-63s 
were refurbished to give their interiors 
a more appealing wide-body look and 
these aircraft have now replaced the 
B-727 on Rapidair service where they 
provide additional capacity and 
passenger comfort. 

Plans have been completed for 
similar conversion work, including 
passenger entertainment systems 
on eight additional long- bodied 
DC-8s. Installation will begin in 
mid-summer 1980 and be completed 
within 12 months. 

Preliminary work began in 1979 in 
readiness for the introduction of the 


Boeing 767 and the Lockheed- 1011-500. 


Processes and activities required for 
the new models have been defined 
and plans laid so that introduction 
into service will be orderly when 
deliveries are made. 

The second phase of an energy 
conservation program was imple- 
mented during the year. At the 
Dorval base, capacitors were installed 
to improve electrical loads, an auto- 
mated lighting control system was put 
into operation and a program to shut- 
down air conditioning during off-peak 
periods was completed. A solar energy 
system to heat water has been evalu- 
ated for potential future installation 
at the base. 


Maintenance facilities in three major 
centres continued to carry out contract 
work for airlines and manufacturers 
of aircraft components. The company 
undertook 20 major contracts worth 
as much as $32 million, and 30 minor 
ones. All its customers, which include 
regional carriers in Canada and 
airlines in the United States and 
South America, renewed their agree- 
ments — proof of customer satisfaction. 

New contracts were concluded with 
Aero Peru for work on two L-1011 
aircraft and staff was trained for work 
on two new L-1011-500s being 
acquired by TTIA (formerly BWIA). 
Work continued on the Air Jamaica 
fleet of 727s, DC-9s and DC-8s, two 
DC-8s for Nordair and Air Florida’s 
DC-9s. New work was taken on for 
maintenance of two DC-9s owned by 
Ross Aviation, and with the Depart- 
ment of National Defence for heavy 
maintenance on a fleet of five 
Boeing 707s. 

This latter contract, along with 
maintenance checks on Air Canada’s 
own 727s, resulted in full utilization 
of the Winnipeg facility and the 
swelling of the maintenance work- 
force in that city to more than 300. 


This pool of skilled labor is now in 
place to assume work on the 727 fleet 
as further checks come due in spring, 
1980. Power plant and unit overhauls 
for this aircraft will continue to be 
done in Montreal. 

The Dorval complex of shops, 
the systems of non-destructive 
component testing and processes 
such as electron beam welding and 
metallic heat treating permit the 
company to offer quality-assured work 
at substantial savings to any airline 
operating aircraft similar to those 
flown by Air Canada. In most cases, 
if it were not for the Dorval facilities, 
the work would have to be done 
outside of Canada. 

In addition to this basic, high 
technology facility and the Winnipeg 
hangar, the airline has a major main- 
tenance facility at Toronto where 
work on the wide-body 747 and 
L-1011 airframes and normal line 
maintenance on these and other 
models can be performed. 

Work for other airlines has con- 
tributed substantially to earnings in 
the year and will continue to contri- 
bute earnings to Canadians employed 
in the air transport industry. 


Computer & Systems 
Services 


The past year saw significant 
expansion in computer and com- 
munication activity. 


Toronto's centre was upgraded to 
accommodate the growth of the com- 
munications network controller as 
well as new computers to run the 
VIA Rail reservation system. This 
added 6,500 square feet to the com- 
puter room as well as 3,000 square 
feet for programming and support 
staff. A complicated and delicate task, 
it was completed without disrupting 
the operation of existing equipment. 
Activities included the installation 
of new turbines for power backup 
purposes, expansion of the environ- 
mental control systems and the fire 
protection system. 

All computer centres experienced a 
marked growth of workload with 
Toronto handling 185,000 transactions 
in a peak hour, a 25 per cent growth 
over 1978. An additional 500 CRT 
terminals were installed over the 
network to accommodate Air 
Canada’s internal requirements 
as well as its sale of services to 
external customers. 

New systems development is a 
significant continuing area of activity, 
and several new systems were imple- 
mented in 1979. A human resources 
information system was implemented, 
enabling direct CRT access to update 
personnel information. This has 
meant a much reduced lead time for 
the handling of employee record 
changes. 

On the maintenance, purchasing 
and supplies side of the airline, a new 
inventory process was implemented. 
Streamlining of the process is ex- 
pected to produce improvement in 
the delivery time of materials. 


As the seventies drew to a close, 
automation’s role in the operation of 
the airline continued to expand. 

In support of this expanded role, a 
long-range plan for the eighties and 
beyond has been developed. It 
identifies new directions, strategies 
and the automation programs re- 
quired for the company to remain 
competitive and efficient in the 
coming decade. 

For the immediate future, the 
branch began operating as a business 
centre in January 1980. The organiz- 
ation has been re-aligned accordingly, 
to include divisions which will be 
responsible for doing business with 
all airline branch customers. 


Diversification 


In support of its main passenger 
and cargo business objectives, the 
Corporation established a new 
branch called Subsidiary and 
Associated Companies. It has the 
organization, management struc- 
ture, policy and guidelines 
necessary to carry out profitable 
diversification activities. 

In January 1979, through the pur- 
chase of 86.46% of the outstanding 
shares, the Corporation acquired 
Nordair Ltd., a regional carrier 
operating scheduled services from 
Montreal to communities in Quebec, 


Ontario, the Northwest Territories 
and Pittsburgh, U.S.A. as well as 
domestic, transborder and inter- 
national charters and tour operations. 

During the year, management 
and employees successfully intro- 
duced major route expansions 
between Montreal and Toronto, 
Sault Ste. Marie, Thunder Bay, 
Dryden, and Winnipeg. Nordair’s 
gross revenues for 1979 were 
$118.2 million and after tax profits 
were $2.1 million. 

Because the continued ownership 
of Nordair Ltd. is subject to further 
Government review, the Corpora- 
tion has not consolidated the 
accounts of Nordair Ltd., but has 
recorded the investment using the 
equity method of accounting. Asa 
result, the Corporation's earnings 
include $1.3 million, representing 
its adjusted share of Nordair’s 
1979 profits. 

The enRoute credit card operation 
achieved net sales of $114.1 million 
in 1979. The enRoute card is 
already the largest airline credit card 
in the world. It is honoured by 
major airlines in Canada, hotels, car 
rental firms and other vendors 
throughout Canada, the United 
States, the United Kingdom and 
Continental Europe. 

The Corporation began incorpor- 
ation of a subsidiary company 
dedicated to the sale of Air Canada’s 
technical and consulting expertise 
and withdrew from its commercial 
agreements with 


CANAC Consulting Ltd. This had 
up to then been the joint consulting 
arm of Air Canada and the Cana- 
dian National Railway. 

During the year, Air Canada 
sold its remaining preference share- 
holdings in Air Jamaica to the 
Jamaican Government, as was con- 
templated at the time of Air Canada’s 
original investment in 1969. Con- 
sistent with the desire of both 
shareholders that Air Jamaica be 
owned and managed by Jamaicans, 
the Corporation also agreed to 
sell on January 1, 1980, the number 
of common shares which would 
reduce the Corporation’s holdings 
from 26% to just under 5%. That 
agreement also provided for the 
Government of Jamaica to acquire 
the balance of common shares by 
December 31, 1984. 

Businesses represented by other 
subsidiary company investments, 
including Venturex Ltd., Airline 
Maintenance Buildings Limited, 
and by minority investments 
such as MATAC Cargo Limited, 


achieved satisfactory 1979 results. 


Language Development 


The annual progress report on 
official languages, which was sub- 
mitted to the Minister of Transport 
and made public in mid-year, showed 
the airline’s bilingual capability has 
improved steadily. 


The report's preamble says: “Air 
Canada considers bilingualism as one 
of the top priorities of the Corporation. 
As a Canadian airline, owned by the 
people of Canada, Air Canada realizes 
its obligations to serve Canadians and 
to conceive and implement linguistic 
policies which will ensure that 
customers and employees of both 
official language groups receive fair 
and equitable treatment.” 

It was pointed out in the document 
that the airline’s continuing customer 
reaction surveys indicated that less 
than one per cent of its passengers 
said they had been unable to receive 
service in the language of their choice. 
The survey is taken continuously 
throughout the airline’s entire route 
network. 

Air Canada now offers its basic 
training and management develop- 
ment courses in both official lan- 
guages. The majority of company 
manuals have been translated on 
schedule, with priority given to those 
having an overall application to 
personnel. Since a massive quantity 
of printed material is involved, 
however, translation has to be spread 
over a considerable period of time 
and it is the Corporation’s objective 
to complete the work by 1983. 


Agency Agreements 


The guidelines concerning commer- 
cial practices of Crown Corporations 
require disclosure of sales and 
procurement agents and the aggregate 
remuneration they have received. 
There were more than 29,600 agents 
involved in the selling network for the 
company’s transportation services. As 
permitted under the guidelines, the 
Board of Directors has approved an 
exception to the requirement that 
their individual names be disclosed in 
this report for practical reasons. 

In 1979, 7,939 of these agents 
received commissions in connection 
with passenger sales and 1,759 in 
connection with cargo. The aggregate 
remuneration paid to these agents in 
the year was $80,142,000 (to the 
nearest $1,000). 

Aggregate remuneration paid to 
other sales and procurement agents 
in the year was $81,234. The agents’ 
names were: H. G. Murray (sale of 
advertising space on forms and 
brochures); Pacific Air Industries Inc. 
and Aviation Systems International 
Inc. (commission on sale of redundant 
aircraft material). 
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Glossary 
of Terms 


All-Up Load Factor 
A measure of overall aircraft capacity utilization calculated as 
follows: 


Revenue Ton Miles 
ag Sag Urata 
Available Ton Miles 


Debt/ Equity Ratio 

An expression of borrowed funds compared to ownership 
funds. Debt is all long-term debt and capital lease 
obligations including the current portion. Equity is share 
capital plus retained earnings. 


Funds Generation Margin 
An expression of funds provided from operations as a per- 
cent of total operating revenues. 


Passenger Load Factor — Actual (PLF) 
A measure of passenger capacity utilization calculated as 
follows: 


__Revenue Passenger Miles . 199 


°" Available Seat Miles 


Passenger Load Factor —Breakeven (BEPLF) 
An indication of the scheduled passenger load factor re- 
quired to achieve a nil operating income. It is calculated as 
follows: 

Scheduled Passenger Revenues 
(1) Breakeven RPM = minus Operating Income 


Scheduled Passenger Yield 
(2) Breakeven PLF 


—y, — Breakeven Revenue Passenger Miles x 100 


Scheduled Available Seat Miles 


Operating Margin 
An expression of operating income as a percentage of total 
operating revenues. 


Return on Investment 

Net income after income tax plus net interest expense before 
income tax expressed as a percentage of average investment, 
which is an average of the opening or previous year-end 
investment and the investment at the end of each of the four 
quarters in the current year. Investment is the sum of long- 
term debt and capital lease obligations (including current 
portion), share capital and retained earnings. 


Working Capital 
The difference between current assets and current liabilities. 


Yield 


Average revenue per passenger mile or revenue ton mile. 


Statement of Income 
Year ended December 31 (in thousands of dollars) 
1979 1978 
Operating Revenues 
Passenger $1 351875 $1105030 
Freight and express 155 555 1212355 
Mail 29 433 27 200 
Charter 16 102 31 150 
Incidental services—net 42 207 37 972 
ESOS 172) 19 e Gr 
Operating Expenses 
Flying operations 471 508 361 929 
Maintenance 187 851 166 322 
Passenger service 179 496 139017 
Aircraft and traffic servicing 242 675 206 950 
Sales and promotion 223377 190 207 
General and administrative 75 964 65514 
Depreciation, amortization 
and obsolescence 113 478 108 159 
_ 1494349 1230098 
Operating Income 100 823 84 489 
Non-Operating Income 
(Expense) 
Interest on long-term debt and 
capital lease obligations (45 643) (47 574) 
Interest income 37 498 24 394 
Interest capitalized 4 159 2013 
Gain on disposal of property 
and equipment 1541 8 798 
Gain on foreign exchange 198 9822 
Other 3 703 2 162 
a6) 
Income before income 
taxes 102 279 84 104 
Provision for deferred 
income taxes — 40910. jn0le 
Net income for the year $ 55369 $ 47485 
See accompanying notes. 
Statement of Retained Earnings 
Year Ended December 31 (in thousands of dollars) 
1979 1978 
Balance at beginning of year $ 86207 38 722 
Dividend 13 200 — 
73 007 38 722 
Net income for the year 55 369 47 485 
Balance at end of year $ 128376 $ 86207 


See accompanying notes. 


Balance Sheet 


December 31 (in thousands of dollars) 


Assets 
Current 
Cash and short-term | 
investments (note 2) 
Accounts receivable 
Spare parts, materials and 
supplies (note 3) 
Prepaid expenses 
Deferred income taxes 


Property and equipment 
(note 4) 
Flight equipment under 
capital leases (note 5) 


Investment in and advances to: 


Nordair Ltd. —at equity 
(note 6) 


Other companies—at cost — 


Deferred charges 


1979 


S 291 107 


185 676 
54 839 


ee OL 


25 260 


559 513 


713 276 
204714 


25 420 
ITO 
Sot 


$1505 824 


On behalf of the Board: 


Pierre Taschereau 


Chairman of the Board 
Claude I. Taylor 


President & Chief Executive Officer 


Auditors’ Report 


To the Honourable 

The Minister of Transport 
Ottawa 

and 2 


To the Board of Directors of Air Canada: 


1978 


$ 310479 
143714 


49192 
5 1086 
22 300 


LST 6Or 


629223 


154619 


4429 
1042 


$1 310914 


We have examined the balance sheet of Air Canada as 
at December 31, 1979 and the statements of income, 
retained earnings and changes in financial position for the 
year then ended. Our examination was made in accor- 
dance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as 


we considered necessary in the circumstances. 


Liabilities 

Current 

Accounts payable and 
accrued liabilities 

Advance ticket sales 

Current portion of long-term 
debt and capital lease 
obligations (notes 7 & 8) 


Long-term debt (note 7) 
Long-term obligations under 
capital leases (note 8) 
Other long-term liabilities 
Deferred credits: 
Income taxes 


Other 


Shareholder’s Equity 
Share capital 
Authorized: $750 million 
divided into shares of one 
thousand dollars each 
Issued and fully paid: 
329 009 shares 


Retained earnings 


1979 


$ 178578 


112 796 


46 608 


337 982 


345 680 


Z21 O22 
10 690 


123113 
99572 


1 048 439 


329 009 


128 376 


457 385 


$1 505 824 


1978 


> 136378 


86 167 


£9516 


252121 
377 320 


177116 
8 158 


19745 
7730 


895 698 


529 009 
86 207 


415 216 
$1 310914 


See accompanying notes. 


In our opinion, these financial statements present fairly 
the financial position of the Corporation as at December 
31, 1979 and the results of its operations and the changes 
in its financial position for the year then ended in accor- 
dance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding 


year. 


We further report that, in out opinion, proper books of 
account have been kept by the Corporation and the 
accompanying financial statements are in agreement with 


the books of account. 


The financial statements for the preceding year were 
examined by other Chartered Accountants. 


phe SIA as 


Chartered Accountants. 


Montreal, Quebec, 
February, 14, 1980 


Statement of Changes 
in Financial Position 


Year ended December 31 (in thousands of dollars) 


Source of Funds: 

Net income 

Depreciation and amortization 
Deferred income taxes 

Gain on disposal of assets 


Other 


Total provided from 
operations 

Proceeds from disposal of 
property and equipment 

Increase in long-term 
obligations under capital 
leases 

Return of progress payments 
upon lease of aircraft 

Decrease in current portion of 
long-term debt resulting 
from recapitalization 

Decrease in investment in and 
advances to other companies 


Other 


Use of Funds: 

Property and equipment and 
progress payments 

Flight equipment under 
capital leases 

Decrease in long-term debt 

Decrease in long-term 
obligations under capital 
leases 

Investment in Nordair Ltd. 

Dividend 

Other 


Increase (decrease) in 
working capital 
Working capital, 
beginning of year 
Working capital, 
end of year 


See accompanying notes. 


1979 


$ 55 369 
109 235 
49 870 
(1 541) 


(3 502) 


209 431 


2 680 


66 792 


24 746 


2 143 
7 386 


3131/8 


203 119 


66 792 
31 594 


21 695 
24 090 
13 200 

637 


361 127 


(47 949) 


269 480 


$221 531 


1978 

$ 47 485 
103 715 
36 590 


(8 798) 
9776 


188 768 
10 490 


17 606 


LoD! 
Dey 


223 853 


71103 
11991 
10.609 


1162 
94 865 


128 988 
140 492 


$269 480 
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Notes to Financial Statements 


1. Summary of significant accounting policies 

(a) Property and equipment and flight equipment under 
capital leases 

Depreciation and amortization is provided by the straight 
line method based on the following periods. 


Number of Depreciation 
Asset Aircraft Period 
Boeing 747 7 16 years 
Lockheed 1011 10 15 and 16 years 
Boeing 727 25 14 years 
DC-8 28 14 years 
DC-9 46 12 years 


Ground equipment 

and facilities 5 to 30 years 
Air Canada leases 18 of the above aircraft. For accounting 
purposes, these aircraft are treated as though they are 
owned. 
Expenditures for maintenance and repairs are charged to 
operating expenses as incurred. Significant expenditures 
for modifications and betterments are capitalized. 
Gains or losses realized on the disposal of major property 
and equipment are reflected in income in the year of 
disposition. 
(b) Spare parts 
Provision for the obsolescence of aircraft spare parts included 
in current assets, less their estimated residual value, is 
made by charges to operating expenses over the service 
lives of the related aircraft types. 


(c) Deferred charges 

Costs incurred in introducing new types of aircraft are 
deferred and amortized on a straight line basis over five 
years, commencing with the time the first aircraft of each 
type is placed into revenue service. 

Financing and other deferred costs are amortized on a 
straight line basis over the period to which they relate. 

(d) Passenger and freight revenues 

Passenger and freight sales are recognized as earned revenue 
when the transportation service is provided. Unearned 
amounts are treated as current liabilities. 

(e) Capitalized interest 

Interest is capitalized on payments for major property and 
equipment additions made prior to their entry into regular 
service and is included in their cost. 

(f) Translation of foreign currencies 

Assets and liabilities (including long-term liabilities) are 
translated into Canadian dollars at year-end exchange 
rates except spare parts and non-current assets which are 
translated at exchange rates prevailing when the asset 

was acquired. 

Gains and losses resulting from foreign exchange translation 
are reflected in income for the year. 

(g) Income taxes 

The Corporation records income taxes on the tax allocation 
basis which recognizes the income tax effect on transactions 
when they are recorded in accounting income, regardless 
of when such items are recognized for tax purposes. These 
timing differences can result in deferred income taxes either 
being provided for or recoverable depending on when the 
items are recognized for accounting and tax purposes. 


(h) Pensions 


4. Property and equipment 


The cost of funding current service pension benefits is 1979 1978 
charged to operations as incurred. Unfunded liabilities as ($000) ($000) 
determined by actuarial valuation are funded by annual Flight equipment 1018 253 902 025 
payments which are charged to operations over periods Ground equipment and 
Sapte by the actuaries and in accordance with facilities 369 114 358 713 
regulatory requirements. on "1387 367. «1260738 
Accumulated depreciation 
2. Cash and short-term investments a ae, ise ae ores 760 518 684 851 
($000) ($000) 626 849 575 887 
ork nesiunds andiesshion Progress payments 86 427 53 336 
deposit 1 108 2 908 713 276 629 223 
Short-term investments 321 687 dD0 151 
322 795 333 059 5. Flight equipment under capital leases 
Outstanding cheques less 1979 1978 
bank balances (31 688) (22 580) ($000) ($000) 
DOO 310 479 Value of capitalized leases 302 414 233 877 
SS Accumulated depreciation 97 700 79 258 


Short-term investments include $148.7 million in U.S. 
funds and $10.8 million in Pounds Sterling. 


3. Spare parts, materials and supplies 


204 714 154 619 
6. Nordair Ltd. 


1979 1978 In January 1979, Air Canada completed the purchase of 
($000) ($000) 86.46% of Nordair Ltd.’s common shares for a total of 
Spare parts 78 556 66 094 $24.1 million. 
Materials and supplies 13 307 SiiaZ Because the continued ownership of Nordair Ltd. is subject 
Cost 91 863 74 846 to further government review, the Corporation has ex- 


39 724 cluded Nordair Ltd. from consolidation and has recorded 


the investment using the equity method of accounting. 


Accumulated obsolescence 37 024 
54 839 42 122 


The cost of the shares purchased exceeded the underlying At December 31, 1979, future lease payments under capital 


net book value of Nordair Ltd.’s assets by $5.0 million at leases were: 

the date of purchase, which excess is attributed to aircraft ($000) 
and is being amortized over the remaining lives of the 1980 3799 
aircraft. ee } 1981 36 427 
The Corporation’s adjusted proportionate share of Nordair 1982 35 875 
Ltd.’s net income for the year ended December 31, 1979 1983 35390 
is $1.3 million. 1984 34-773 
ASP Be: Remaining years 181 147 
1979 1978 Total lease payments 360 766 
( $000) ($000) Less amount representing interest [WA Selec) 

Ste of Sieve . Present value of obligations under 
.27% note, payable semi- capital leases 209008 

annually, maturing in 1993 292156 305 200 eke a portion of obligations 


8.1% to 8.8% notes maturing d ‘cabil 
in 1981 (subject to 20-year Sane isnny pee 18 181 


renewal at the Corpora- Long-term obligations under 


tion's option) 13 800 17 000 capital leases 221 022 
306 536 322 200 Operating leases: 
5.5% notes due 1982/84 12 695 14 930 At December 31, 1979, the future minimum lease payments 
6.0% notes due 1983/84 54 876 58 961 required under operating leases having initial or remaining 
374 107 396 091 lease terms of more than one year are as follows: 
Current portion 28 427 LS on eee 
__345 680 __ 377 320 1981 14 738 
Repayment requiremenis over the next five years amount 1982 . 13 049 
to $28.4 million in 1980, $43.2 million in 1981, $30.5 million 1983 8 900 
in 1982, $30.0 million in 1983, and $26.8 million in 1984. 1984 6 746 
2 Long-term debt includes $54.9 million payable in U.S. Remaining years 40 741 
funds and $12.7 million payable in Pounds Sterling. Total minimum payments 99 551 
8. Lease obligations Pa tar 
Capital leases: 9. Income taxes 
The assets and related obligations for capital leases are As at December 31, 1979, the Corporation had available 
recorded at an amount equal to the present value of future $13.2 million of investment tax credits that may be applied 
lease payments using the interest rates implicit in the leases. as a reduction to future federal income taxes payable. These 
The weighted average interest rate of these obligations is investment tax credits are available for use until 1984. 
8.1% and their expiry dates are from 1986 to 1991. 10. Commitment: 


Contracts for the acquisition of aircraft and spare engines, 
after deducting progress payments, amounted to approxi- 


mately $443.3 million U.S. Aircraft deliveries are scheduled 


as follows: 


EAPO MANATEE LIE PEMOSE AT 


| 1980 1981 Total 
B-727 8 6 14 
L-1011-500 = 6 6 


Commitments for ground facilities and equipment 
amounted to $14.0 million Canadian as at December 31, 


1979. 


11. Pension plans 

The Corporation maintains pension plans for virtually all 
its employees. The total charge against operations for these 
plans for the year was $65.9 million (1978 — $66.3 million). 
As at December 31, 1979, the unfunded liability of the 
Corporation's pension plans amounted to $208.3 million 
(1978 —$195.2 million) and is being retired by annual pay- 
ments over various periods ending 2003. At December 31, 
1979 the market value of the pension funds’ assets ex- 
ceeded vested benefits. 


12. Subsequent events 

On January 30, 1980, the Board of Directors declared a 
dividend of $13.2 million payable to the Government of 
Canada on or before March 31, 1980. 

Also in January, contracts for $509.1 million U.S. were 
made for twelve B-767 aircraft and spare aircraft engines. 
Two aircraft are scheduled for delivery in 1982, four in 


1983 and six in 1984. 


13. Contingencies 

Various lawsuits and claims are pending by and against 

the Corporation. It is the opinion of management that final 
determination of these claims will not materially affect 

the financial position or the results of the Corporation. 

14. Comparative figures 

Certain of the 1978 comparative figures have been re- 
classified to conform to the presentation adopted in 1979. 


The Effects of Inflation 


All the financial statements in this report are based on 
historical dollar values. It is imperative of course that 
this basis be maintained, in order to properly and 
unambiguously present the financial condition of the 
Corporation. 

However, over the last few years, inflation and devaluation 
have seriously undermined the purchasing power of 
the Canadian dollar. While this erosion cannot be 
reflected in the audited financial statements, it is useful 
to have some understanding of the effects of inflation 
on the Corporation. 

One way of doing this is to estimate the replacement 
cost of the Corporation’s assets, the resultant depre- 
ciation expense, and the impact on income. This of 
course is a totally hypothetical exercise, but it does 
recognize in an approximate manner, and in a way that 
historical costs do not, the severe effects of inflation. 
The table below provides such an illustration: 


=D Milhons == 
Replacement 
Historical. ‘Cost Data 
Equipment & Facilities at Cost 1663.8 2925.4 
Depreciation Expense 106.6 183.0 


Income Before Tax ODS 25.9 

On the other hand, however, because financial state- 

ments reflect historical costs, the current market value of 
assets owned is not properly recognized. For example, 

the market value of the aircraft fleet at year-end was | 
in the order of $1,472.2 million, compared with a book 
value of $611.0 million. Clearly, the net worth of the 
Corporation is significantly greater than an examination 

of the financial statements would suggest. 


Ten Year Comparative Review 
Financial Summary ($ millions) 1979 1978 1977 1976 1975 1974 1973 1972 1971 1970 


Operating Revenues: 


Passenger 1,351.97 6105.0 998.8 876.3 786.4 708.3 568.9 473.4 410.4 387.5 
Freight and Express 155.6 1212 102.6 93.8 90.4 76.9 69.1 59.6 53.4 Spe S) 
Mail 29.4 Died. 26.3 20 19.9 20.4 17.9 16.2 16.7 16.2 
Charter 16.1 $12 25.5 29.1 36.8 23.4 25.8 pegs 19.6 bos 
Incidental Services —net 42.2 38.0 34.4 659 je a 19.6 16.4 11.9 8.3 6.4 
Total Operating Revenues 15595727 2 15322-6 S 87 Ge eel Oad OS 12 848.6 698.1 583.3 508.4 478.3 
Operating Expenses: 
Salaries, Wages and Benefits 574.6 496.6 448.9 413.2 Sie 326.5 272.8 230.8 184.3 176.1 
Fuel and Oil BO22 230.5 208.6 189.6 169.7 138.3 76.3 DED. 50.5 48.2 
Depreciation, Amortization 
and Obsolescence 113;5 108.2 105.9 107.4 1Oile2 93.9 162 64.0 58.8 47.2 
Other 504.1 402.8 cee 307.5 275.8 256.0 226.4 185.1 186.5 185.9 
Total Operating Expenses 1,494.4 L236. 1,098.5 LOU 7 917.9 814.7 651.7 537.8 480.1 457.4 
Operating Income 100.8 84.5 89.1 39.8 39.3 33.9 46.4 45.5 289 20.9 


Non-Operating Income (Expense): 
Interest on Long-Term 


Debt + Capital Leases (45.6) (47.6) (63.3) (76.1) (63.9) (58.9) (38.8) (32.5) (31.7) (31.9) 
Interest Income 37.5 24.4 9.8 13.4 af 1.8 fk et 1.8 S15) 
Interest Capitalized 4.2 2.0 &) oy 20 3.6 3.6 Dal 3.9 ny 
Gain (Loss) on Asset Disposal 5 8.8 10.1 1.8 ) 2) 5) (1.0) iS *i 
Gain (Loss) on Foreign Exchange oP 9.8 (6.4) (2.9) (4.7) ee le) @) (.4) (1.1) 
Other 3.7 Dp A i iy (5) (6) 1.0 5 a 
Total Non-Operating 

Income (Expense) ile (.4) (47.2) (62.0) (64.2) (52.5) (34.4) (28.3) (25.4) (23.0) 
Income Before Taxes 102.3 84.1 41.9 (22.2) (24.9) (18.6) 120 Dae 2.9 (ary 
Tax Provision 46.9 36.6 21.9 CU 1er) (11.8) (9.4) 5.9 8.6 ee (1.0) 
Net Income (Loss) 55.4 47.5 20.0 (10.5) (S715) (9.2) 6.1 8.6 Ee (11) 
Dividends SRY? — eZ odd 2 al v! Wl wD wy) 
Total Assets 1,505.8) 9.131097 122707" 113214) 12 89re eee 15707, 917.8+ 834.3 800.0 707.9 
Working Capital 22455 269.5 140.5 18.9 107.7 30.3 (61.0) 28.0 23.6 (.1) 
Deferred Income Taxes 23. (DL 36.7 13.8 22.9 29.6 34.5 28.5 20.2 19.1 
Long-Term Debt + Capital Leases 

(excluding Current Portion) 566.7 554.44 874.7+ 860.3t  1,006.1+ 891.8+ 688.9+ 640.1 631.6 547.6 
Shareholder’s Equity 457.4 415.2 43.7 23.9 34.6 44.1 Bor 47.6 39.2 EYAL 
Financial Ratios 
Operating Margin 6.3% 6.4% 7.5% 3.8% 4.1% 4.0% 6.7% 7.8% 5.6% 4.4% 
Return on Investment 9.2% 9.4% 8.7% 6.1% 5.1% 5.4% 5.9% 5.7% 4.7% 4.6% 
Funds Generation Margin 13.1% 14.3% 12.6% 7.8% 8.1% 8.9% 12.3% 13.7% 11.8% 9.2% 
Debt/Equity Ratio 57/43 58/42 95/05 97/03 97/03 95/05 93/07 93/07 94/06 94/06 
Operating Statistics 
All Operations 
Revenue Passengers Carried 

(millions) 12.8 113 10.9 10.9 10.7 10.7 10.1 8.4 7.4 7.5 
Revenue Ton Miles (millions) 1,860 1,609 1,508 1,458 1,396 1,391 1,350 1,141 957 946 
Available Ton Miles (millions) 3,627 3,210 3,095 35175 3,075 2,821 2,599 Heegi1Ns) 2,122 2,054 
All-up Load Factor 51% 49% 49% 46% 45% 49% 52% 52% 45% 46% 
Yield per Revenue Ton Mile 85.75¢ 82.21¢ 78.73¢ 72.51¢ 68.56¢ 61.03¢ 51.73¢ 51.12¢ 53.10¢ 50.54¢ 
Operating Expense per 

Available Ton Mile 
—actual 41.21¢ 37.87¢ 35.50¢ 32.05¢ 29.85¢ 28.88¢ DOr 24.28¢ 22.62¢ 22.27¢ 
—current purchasing power* 41.21¢ 41.60¢ 41.50¢ 40.08¢ 40.95¢ 43 88¢ 43.91¢ 46.41¢ 45.40¢ 46.13¢ 
Fuel Consumed (Imp. Gallons — 

millions) 440.1 392.4 388.8 406.3 421.1 407.5 390.7 344.6 326.1 320.8 
Average Fuel Price per Gallon 68.49¢ 58.59¢ 52.94¢ 46.55¢ 40.20¢ 33.87¢ 19.47¢ 16.72¢ 15.40¢ 14.91¢ 
Average Number of Employees 

(000) 22.2 20.7 20.6 21.0 Ze DAG 19.9 18.1 17.6 17.8 
Available Ton Miles 

per Employee (000) 163.2 LB 7e0 150.3 151.1 144.7 130.7 130.9 1223 12055 115.4 
Revenue Ton Miles 

per Employee (000) 83.7 die 133 69.3 65.1. 64.4 68.0 63.0 54.3 pou 
Scheduled Operations 
Available Seat Miles (millions) 21,924 19,243 17,873 17,686 17,419 16,127 14,399 12,169 11,706 11,207 


Revenue Passenger Miles(millions) 14,414 12,017 11,297 10,705 10,110 10,268 9,601 7,901 6,427 6,428 


Passenger Load Factor 


—actual 66% 62% 63% 61% 58% 64% 67% 65% 55% 57% 

—breakeven 61% 58% 58% 58% 55% 61% 61% 59% 51% 54% 
Yield per Revenue Passenger Mile 

—actual 9.38¢ 9.20¢ 8.84¢ 8.19¢ 7.78¢ 6.90¢ 5.93¢ 5.99¢ 6.39¢ 6.03¢ 

—current purchasing power** 9,38¢ 10.04¢ 10.51¢ 10.52¢ 10.74¢ 10.55¢ 10.06¢ 10.93¢ 12.22¢ 11.86¢ 
Freight Ton Miles (millions) 318 275 247 248 234 240 245 224 201 185 
Average Aircraft Utilization/Day*** 8:35 8:29 ed 7:36 7:49 8:04 8:05 7:56 (EA (ee) 

+Restated 


*Adjusted by GNE implicit price index. 
**A djusted by consumer price index. 
**R evenue block hours. 


Printed in Canada. This report is issued in metric format on Canadian made paper. 
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